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Lloyd's given ultimatum 


The big corporate capital providers are demanding radical changes to the market’s capital struc- 
ture in return for their continued support 


eavyweight Lloyd's insurers 
H: demanding that the market 

radically structure, giving rise 
to fears that the Society will again be 
bitterly divided over the merits of its 
complicated capital base. 

According to unconfirmed reports, 
some of the largest overseas investors 
in the Lloyd's market - controlling over 
a third of the market's capacity - 
recently gave an ultimatum to the 
Lloyd's hierarchy that it must cut costs 
and reform the structure in time for 
the 2003 underwriting year. The com- 
panies are thought to include: ACE, XL 
Capital, Berkshire Hathaway/General 
Re, Markel, QBE and St Paul. 

While cutting costs will be applaud- 
ed by all capital providers, their 
demands are thought to include the 
abolition of Lloyd's ancient three year 
accounting and the annual joint ven- 
ture - the somewhat artificial mecha- 
nism necessary to enable traditional 
Lloyd's names to trade in the market. 
Although no announcement has been 
made, it is thought these and other 
insurers are considering establishing a 
new market association to represent 
their interests. A representative from 
one of the insurers refused to com- 
ment on the rumours, although he 
confirmed that "we are in discussions 
with Lloyd's, as are a number of other 
corporate capital providers". 

The timing of the demands is delib- 
erate, coming weeks before the crucial 
"coming into line" date of the 29 
November - where syndicates must 
demonstrate they have sufficient capi- 
tal to support the following year's 
underwriting - and the chaos generat- 
ed by the 11 September attacks. Their 


bargaining power will be strengthened 
next year when the six companies are 
likely to control around half of the 
market's entire capacity and the insur- 
ers are believed to have threatened to 
take collective action if their demands 
are not met, including the mass with- 
drawal from the Lloyd's market. 

An industry corporate advisor, who 
refused to be named, told The Insider: 
"It is a wake up call for the 12th floor. 
The backers are saying 'we're here for 
2002, but if you don't agree to our 
reforms then we will consider leaving 
Lloyd's'. They are concerned about the 
constraints imposed on their Lloyd's 
operations by three year accounting, 
the need to accommodate the interests 
of third party names with their security 
of tenure and the cost base, particular- 
ly the Central Fund levy which they see 
as a subsidy to enable smaller and less 
well capitalised - and managed -com- 
petitors to trade." 

In 2000, Lloyd's commissioned man- 
agement consultants Bain & Co - coin- 
cidentally the alma mater of its chief 
executive Nick Prettejohn - to investi- 
gate the Lloyd's franchise. This remit 
was later extended to address the 
future structure of the Lloyd's capital 
base, which has been riddled with ten- 
sions since the introduction of corpo- 
rate capital in 1995 following the 
Rowland Task force report. 

Lloyd's exposures to the 11 
September attacks are expected to 
extend the market's losses to a devas- 
tating five-year period. After the 
attacks, Lloyd's was downgraded by a 
number of rating agencies, including 
Fitch who commented "the estimated 
aggregate losses of £2.5bn for 1999 and 


2000 imply that Lloyd's will have an 
aggregate loss of approximately 
£700mn after personal expenses for the 
eight year underwriting period 1993- 
2000. When the very poor results pro- 
jected for 2001 are also taken into 
account, the agency believes that 
Lloyd's will be unable to demonstrate 
earnings over the underwriting cycle 
that are consistent with an 'A+' rated 
entity". 

Lloyd's is aware that any further 
downgrade could spell disaster for the 
market, with buyers paranoid about 
the prospect of reinsurance failures. 

According to Morgan Stanley's Alice 
Schroeder, "returns from the Lloyd's 
market generally have not provided 
rewards commensurate with that lever- 
age to many of the market's capital 
providers. Capital providers tell us they 
believe the reason is Lloyd's cost struc- 
ture”. 

The development is likely to alarm 
the traditional Lloyd's Names who 
wish to preserve the fundamentals of 
the market's current structure. After 
the 1996 success of Reconstruction 
and Renewal, tensions developed 
between the increasingly powerful 
corporate capital and the traditional 
capital providers who feared they were 
being squeezed out of the very market 
that they helped save. However, the 
difference is that the then vocal critics 
of Lloyd's complicated structure - 
such as Wellington's Ian Agnew, Robert 
Hiscox and John Charman - controlled 
businesses that were difficult to detan- 
gle from Lloyd's. But with over half of 
the market's capital now supplied by 
multinationals - insurers who in the 
current market could conceivably 
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access the London market simply by 
having an office in EC3 - the bargain- 
ing power may have tipped decisively. 
The prospect of a significant reduction 
in the market's capital base would be a 
bitter, and perhaps critical, blow to the 
Society of Lloyd's. Yet the fall-out from 
the 11 September attacks appear to 
have given a greater impetus to over- 
seas investors who have been forced to 
evaluate the benefits of being “at 
Lloyd's”. 

In a recent note, Morgan Stanley 
reflected the bemused nature many 
overseas investors have in Lloyd's: "We 
sometimes half-jokingly refer to Lloyd's 
striking headquarters building as the 
"Forbidden City," thinking of the mar- 
ket as analogous to China, a country 


that has never been conquered. Lloyd's 
tends to fascinate, absorb and assimi- 
late the outsiders that dare to attempt 
an invasion. Like the China of old, it is 
headquartered in an exotic location 
and managed by squadrons of man- 
darins issuing reams of complex rules 
and regulations overseeing what 
amounts to a medieval bureaucratic 
structure. Its culture and language are 
unique and things are never quite what 
they seem inside the empire. Its many 
market participants are far more loyal 
to the Forbidden City in which they will 
always live and be employed than to 
the foreign invaders, who are the capi- 
tal providers that merely sign their pay- 
checks; this is only natural. The traders 
who facilitate the market (sometimes 


known as brokers) are outstandingly 
efficient at keeping the whole machine 
humming, in good times and bad, 
bringing together the foreigners and 
mandarins and convincing them it is in 
their interests to do business together 
rather than to make war against each 
other. The traders, however, would pros- 
per in any environment or market; that 
is their nature as well". 

David Robson, a Lloyd's Council 
member and chairman of the Lloyd's 
members' agency Anton Private 
Capital told The Insider, "J am not sur- 
prised to hear of these developments. It 
is inevitable that there is a lot of poli- 
ticking but as I understand it Bain & Co 
have yet to come to any conclusions". 
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